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A POSITIVE THEORY OF ECONOMICS. 

Believing — I hope not too hastily — that the "Risk 
Theory of Profit " is sufficiently well established to justify 
its being subjected to the final and crucial test of being 
fitted into the general scheme of Economics, to see whether 
the modifications it necessitates are in line with the 
natural evolution of economic dogma, and whether it 
sensibly aids in the formulation and resolution of indus- 
trial problems, I venture to tender the following observa- 
tions. 

The recognition of enterprise as both a fundamental and 
the directive factor of production appears to afford a basis 
for an accurate demarcation of the exact field covered by 
Economics. It renders possible what has hitherto been 
lacking, — an indisputable definition of the science itself. 
This, indeed, would naturally follow any accurate deter- 
mination of the nature of profit and of its productive factor. 
So long as a problem of four forces was studied and formu- 
lated as a problem of three forces, or as a problem of three 
known and understood forces and one partially known 
and misapprehended force, the extent of the field of 
investigation could manifestly never be sharply distin- 
guished. Under such circumstances, even if a correct 
definition of the science happened to be proposed, its cor- 
rectness could neither be proven nor appreciated, unless 
it also involved a proper appreciation of the missing or 
misunderstood force, especially as this latter force hap- 
pens in this instance to be the controlling one. 

The object of all conscious human actions is the enjoy, 
ment of happiness and the avoidance of pain, or, in other 
words, " well-being," or " weal." The fundamental dis- 
tinction between human activities is evidently between 
the altruistic and the egoistic, the latter division being, of 
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course, the one in which economic activities are included. 
The problem of denning Economics is, therefore, only re- 
solvable by differentiating economic activities from other 
egoistic activities. Now there are only three methods of 
classifying egoistic activities possibly applicable to our 
purpose, namely : first, by the character of the ends to be 
attained ; second, by the means adaptable to the attain- 
ment of ends ; or, third, by the methods adopted for the 
attainment of ends, — as in these three differentiations all 
possible variations of motive are involved. We can say 
that some egoistic activities are directed to the attainment 
of physical benefits, others to intellectual progress, others 
to moral development, etc. ; but a moment's consideration 
will make it evident that the character of the result of 
human actions is not the principle upon which we can 
found our classification, because in many instances re- 
sults of the same character can be obtained by either in- 
dividual, social, or economic endeavor. We have no bet- 
ter success when we turn to the second possible principle 
of classification ; namely, that of the means (in the narrow 
sense of the term exclusive of methods) adaptable to the 
acquisition of " weal." We can, and do, use our intel- 
lectual powers, our physical powers, and the powers of 
nature, mechanically adapted, for the enhancement of our 
well-being ; but economic activities refuse to group them- 
selves under any one of these headings, as all these forces 
are alike exercised in individual, social, and economic 
activities. Since the distinguishing peculiarity we are in 
search of is to be found neither in the character of the re- 
sult obtained nor in the means employed to bring about 
the result, it must depend upon a difference in method. 
If, then, we can discover the radical difference between 
the methods employed in individualistic, social, and eco- 
nomic activities, we are forced to define each of the three 
kinds of activities in terms of its peculiar method. 

When we approach the problem of defining Economics 
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from the standpoint here indicated, we cannot fail very 
shortly to appreciate that there can be no more radical or 
fundamental difference in method between Individual, 
Social, and Economic egoistic activities than this : the 
first class of actions are those of the individual acting by 
himself alone without any combination with others, and 
for himself alone. When an individual by his own un- 
aided efforts creates a product not for his own consump- 
tion, but to be exchanged, his activity is, of course, com- 
bined with that of the person with whom he exchanges. 
The second class of actions are those in which two or 
more individuals combine to produce a result or product, 
the share of which that will accrue to each individual 
concerned is indefinite and indeterminate, — indeed, often 
so indefinite and indeterminate that a considerable, and 
sometimes even the greater, part of the resulting benefit 
will be enjoyed by those who had nothing to do with 
bringing it about. Or, in other words, a social egoistic 
activity is one in which actions are combined for a mutual, 
social, or common purpose, in the benefit of which each 
participant in the activity expects only an indefinite share, 
almost or entirely unrelated to his personal contribution 
to production. The third class of actions — namely, the 
economic — are combined actions entered into by each par- 
ticipant because he expects a share of the resulting 
benefit bearing a definite relation to his contribution to 
ts creation. 

It will probably be objected by some that there are 
other activities usually considered to be economic that 
this third group does not include. In the course of this 
article I will endeavor to show why some, and by inference 
all, of these omitted activities are not really economic. 
The point here to be insisted on is this : that, if the activi- 
ties in dispute are really economic, it can only be because 
there exists a more radical and fundamental principle of 
division among egoistic activities than the one I have 
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utilized. Manifestly, this is impossible, as the only more 
fundamental difference in incentive is when the benefit 
sought is for others, and that marks the distinction 
between altruistic and egoistic actions. 

Now how can actions be combined for definite personal 
purposes, — that is, for a prearranged division of the benefit 
of the result definitely dependent upon contribution ? At 
first sight it would appear that there are two possible 
methods of doing this. The first is that of communism, 
in which the product is either equally divided among the 
individuals contributing to production or divided in arbi- 
trarily prearranged percentages. The second is the com- 
petitive, or usual, method in which one of the contributors 
hires the others by giving each a definite and predeter- 
mined personal reward based upon his usefulness, and 
assumes the whole of the resulting benefit or the owner- 
ship of the product. 

Although the motive to human activity is always per- 
sonal, what we are classifying is not a group of indi- 
viduals, but a group of human activities exercised by two 
or more individuals, segregating those that are combined 
for definite personal ends. If we examine into the nature 
of these activities, it appears that, if the risk theory of 
profit is correct, not only economic but individualistic and 
social activities are divisible into four fundamentally dis- 
tinct kinds, two of which, those of land and capital, are 
uses, and two of which, those of labor and enterprise, in- 
volve personal sacrifice, — in the one case the pain cost of 
labor, and in the other the irksomeness of risk and re- 
sponsibility. Now in a communistic group each individ- 
ual is landlord, capitalist, laborer, and enterpriser in ex- 
actly the same proportion. His individual share of the 
"weal" produced by the united efforts of the commun- 
ity is not only practically indivisible into rent, interest, 
wages, and profit (thus destroying the opportunity for the 
interplay of the economic factors), but it depends only to 



A POSITIVE TBEOBT OF ECONOMICS 237 

an infinitesimal degree upon his own contribution. If he 
labors honestly and his efforts prove effective, it is not be- 
cause he has been actuated in any considerable degree by 
his own personal ends, but because he has been moved by 
altruistic or social motives or because he has been coerced 
into activity. The motives for the creation of " weal " ef- 
fective within such a group as the Oneida Community, as 
at first instituted, are not those which lead men to com- 
bine their actions for definite personal ends; and they 
must therefore be excluded from the group of human ac- 
tivities that our classification declares are economic. Such 
combinations are distinctly social, because there is lacking 
a definite personal relation between the incentive to and 
the reward of exertion. It is only when the Oneida Com- 
munity entered into competitive dealings with the outside 
world that economic considerations became effective ; and 
the Science of Economics must therefore regard the com- 
munity as constituting a single economic individual. 
And, if it should ever come to pass that the whole world 
was organized into a single communistic group, combined 
human activity for definite personal ends, and therefore 
economic activity, would be an impossibility. 

The case of a co-operating group is different from that 
of a communistic group in that the individuals composing 
it do not contribute the use of land, the use of capital, 
and their labor in the same proportions. Such a group 
only differs from an ordinary group of competitive indi- 
viduals combined for economic " weal " production in that 
the function of the entrepreneur is performed by the group 
as a whole, and not by a selected part of the group. The 
risk of ownership and the responsibility and direction of 
the enterprise rest upon all jointly, to be sure, but in defi- 
nite proportions. And, as the individual members share 
the results of the risk and responsibility in the same pro- 
portion as they contribute otherwise to the creation of the 
product, there is the definite personal relation between 
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enterprise and its result required by our definition. 
There exist, therefore, the same personal incentives to 
the utilization of land and capital, to the exertion of 
personal energies, and to caution and care in the selec- 
tion of risks and the assumption of responsibilities that 
actuate the members of a group composed of competitive 
individuals acting under the direction of a single entre- 
preneur. The internal as well as the external relations 
of a co-operative group are wholly economic, and not 
social, unless of course, as is apt to be the case in such as- 
sociations, a certain proportion of the unpredetermined 
residue, or of the gross product, is not divided directly 
among the members of the group, but is devoted to social 
purposes. 

The combination of egoistic human activities for definite 
personal ends involves, therefore, a certain method of com- 
bination as the only one possible for such activities ; 
namely, that some individual, or group of individuals, 
theoretically and practically distinguishable, must assume 
the responsibility of the enterprise, and the direction of 
the undertaking inseparable from the responsibility, and 
that by so doing the risk-takers necessarily acquire the 
exclusive ownership of the product, and reward those who 
contribute the use of land, the use of capital, and personal 
exertion, not with any share of the product itself, but with 
stipulated amounts of purchasing power, bearing, however, 
a definite relation in each case to each participant's con- 
tribution to the result. 

It is only when we view the matter abstractly that land- 
lords, capitalists, and laborers can be said to share in the 
product. The creation of the product involves the creation 
of an equivalent amount of purchasing power ; and it is 
this newly created purchasing power, and not the product 
itself, which is divided among the productive factors. 
A distinguishing mark of an economic action is that its 
governing purpose is not the creation of utility, but the 
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creation of command over utilities, or purchasing power. 
And the point to be here observed is that purchasing 
power, being an inseparable attendant upon ownership, 
cannot be evolved in any other way than through the 
utilization of land, capital, or labor, or of two or more of 
them combined, by enterprise. Or, in other words, the 
" indirect method of production " — that is, the satisfaction 
of wants through exchange — is necessarily coincident 
with the combination of human activities for definite per- 
sonal ends. Each expression exactly connotes the other.* 
Instead of founding the primary classification of egois- 
tic activities upon the distinction between individual and 
combined action, we can found it upon direct and indirect 
methods, the direct method being, of course, that in which 
the special thing desired is produced either immediately or 
ultimately by the aid of tools, the indirect method being 
that whereby the desired object is obtained by making 
something not desired for itself, but capable of being 
exchanged for the desired object. This classification re- 
sults, however, in exactly the same arrangement as that 
founded upon combination, the only difference being that 

* It may be objected here that the combination between buyer and seller 
differs in character from the combination between the enterpriser and his em- 
ployees, but a careful analysis will make it plain that it does not differ in the 
essential point which serves as the basis of our definition of economic activi- 
ties. The individual producing anything by his unaided efforts manifestly 
performs, at least, two creative functions, whether he intends the product for 
his own consumption or for exchange, — the functions, namely, of labor and 
enterprise ; and in both instances the personal purpose, though quite different 
in character, is equally definite. What makes the former purpose individual- 
istic and the latter economic is that the personal purpose in the latter case 
alone leads to a combination of persons. Moreover, there is a similar differen- 
tiation of profit and enterprise. The isolated producer of an exchangeable 
product being a single individual, the profit cannot accrue to a person or group 
of persons distant from the other joint producers. But what amounts to the 
same thing in this connection the single producer for exchange is forced to 
consider the results of his two functions separately. That is, he always com- 
pares the probable results of his unaided efforts with what he could obtain for 
his hibor by hiring himself to another. Manifestly, there is no theoretic differ- 
ence that need concern us here between the employer employing himself alone 
and the one employing himself and others. 
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in the latter case individual actions form a class by them- 
selves, while social and economic actions are sub-groups 
of the complementary class of combined actions : whereas, 
in the former case, economic actions form a class by 
themselves of indirect activities, while individual and 
social actions are sub-groups of the complementary class 
of direct actions. Which method is logically preferable 
does not affect our argument, for both classifications in- 
volve the same arrangement ; and the definition of Eco- 
nomics here given recognizes both, the idea of indirectness 
being involved in the term " purchasing power." 

We have now arrived by analysis, and through the ap- 
plication of the principles of classification, at the following 
positive definition of the Science of Economics, which can- 
not, therefore, be successfully assailed except by the detec- 
tion of some error in the application of the process by 
which it has been obtained : — 

" Economics is the study of the interrelations of that 
group of egoistic human activities which are called into 
combined action by the expectation of a definite personal 
share of the purchasing power resulting from their joint 
activity ; and of their outer relations or how these activi- 
ties and their results are affected by the physical, ethical, 
and social environment, and by changes in the environ- 
ment." 

As the purchasing power obtained in a given time by 
any individual is what is meant when his income is spoken 
of, perhaps the best terse definition of the science is that 
" Economics is the science of Industrial Income." 

To guard against possible misunderstanding, I would 
say that by definite I mean only prearranged, and do not 
mean predetermined in amount. The shares of three 
productive factors are indeed so predetermined : that o! 
the entrepreneur is not, but it is none the less prearranged 
and defined, in that he is to get whatever is left ove: 
after the predetermined claims of the others are satisfied 
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The word " industrial " I put before income, to exclude 
the incomes of the thief, gambler, and speculator, the 
purchasing power obtained by these classes not being a 
new creation of purchasing power arising from combined 
activities, but only an appropriation of purchasing power 
previously created, differing from the income of the mo- 
nopolist in that the latter is an appropriation of an undue 
(in the sense of " greater than would accrue under free 
competition") but still definite and prearranged share 
of a newly created purchasing power, to the creation of 
which the monopolist has contributed. 

This definition of Economics was hardly possible so long 
as the true function of the enterpriser and its relation 
to the three subsidiary productive forces was unrecog- 
nized. Of course, the position of the entrepreneur as the 
director and governing force of industry has not been 
wholly ignored by economists, but they hardly seem to 
have attached much importance to it ; and, if the Risk 
Theory of Profit is correct, they have hitherto failed to 
understand clearly in what his peculiar function consisted. 
Under such circumstances the method by which the above 
definition of Economics is obtained — namely, through the 
application of the principles of classification — would 
have necessarily proved inefficient, even if the attempt to 
utilize it had been made. . . . Manifestly, the distinction 
between economic and social combination could only be 
dimly appreciated so long as an all-important special pecu- 
liarity of the former — namely, the differentiation of en- 
terprise — was ignored. 

President Walker once remarked to the writer that 
" there was only one permissible use of an economic term, 
and that was the right one " ; but he was unable to ex- 
plain how the right use could be ascertained. His re- 
mark put me in search of some such principle, until, fi- 
nally, I satisfied myself that this test can be afforded by a 
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rigid adherence to the principles of classification when- 
ever we are able to start with a clearly defined general 
class, — such a group, for instance, as human activities. 
That economists have not more frequently availed them- 
selves of these and other principles of classification not 
mentioned here is due, of course, to the fact that, so long 
as no indisputable definition of the science had been form- 
ulated, they were necessarily without any such clearly de- 
fined general class to the subdivision of which these prin- 
ciples could be applied. 

The first requisite of valid classification, though it is 
one seldom recognized, is a clear demarcation of the group 
to be arranged in classes. For the purpose in hand this 
group is evidently that of the egoistic human activities. 
Indisputable though this appears when stated, several cir- 
cumstances have stood in the way of its being clearly ap- 
prehended. In the first place, so far at least as I am 
aware, no one has anticipated me in claiming that the 
only method of arriving at precise definitions of scientific 
terms, demonstrably correct, and therefore positive, is 
through the utilization of this and the other principles of 
classification. Indeed, I have not been able to find any 
treatise specially devoted to these principles, as applicable 
to the moral sciences, though very likely such treatises 
exist. 

Of course, all definition involves classification ; and to 
make a distinction is really nothing but the division of 
one sub-group from other sub-groups. In this sense, econ- 
omists have freely availed themselves of classification. 
What I mean is that, while any given group can be sub- 
divided in many ways, there are principles governing the 
selection of the special way alone applicable to the ques- 
tion in hand, and that these principles of selection have 
not been adequately recognized by economists as impera- 
tively governing the use of scientific terms, though they 
have not, of course, been entirely oblivious of them. Sec- 
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ondly, economists have fallen into the habit of speak- 
ing of land, capital, and labor (in the sense of labor force), 
as the productive factors, fundamental to the science : 
whereas these are not human activities, or, indeed, ac- 
tivities of any sort. It is the use of land, the use of 
capital, and the employment of labor that are the real 
productive forces. This use of terms could hardly have 
misled if enterprise had been recognized as a productive 
factor. Land, capital, and physical power are concrete 
material things : whereas it is not any material thing, but 
the human mind, which is enterprising. 

The second requisite for valid classification is that each 
sub-group should be demarcated from the others, not by 
means of general differences and resemblances between 
individuals, but by the one point of difference or resem- 
blance that is the most germane and radical to be found, 
and is, therefore, the fundamental one. Cuvier applied 
this principle to biology when he subdivided the animal 
kingdom into groups demarcated from each other by 
peculiarities of their bony framework and internal organs. 
Why are differences founded on these peculiarities fun- 
damental to biology? Simply because observation has 
shown us that they vary less rapidly than other peculiari- 
ties of animals, and therefore mark the evolution of species, 
and contain the history of the development of life from its 
simplest to its most complex forms, which is the most 
important problem of biology. In South America a species 
of moth so closely resembles a species of butterfly as to be 
almost indistinguishable from it, and the two would be 
classed together by any one following the method of 
classifying from general differences and resemblances. 
Such a classification is possibly justifiable for certain sub- 
sidiary purposes, just as it would be to classify animals by 
their color, — all white animals together and all red ones 
together, though it would be absurd to make this the 
fundamental distinction in biology. But the difference in 
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absurdity is only one of degree when the distinction used 
to divide any one group from another is not the single one 
most germane and fundamental to the subject under 
investigation. 

Now I fear economists are frequently open to the charge 
of disregarding this essential principle. For instance, 
some of our ablest economists identify land with capital 
because the value of land can be capitalized, or because 
more capital has been expended upon land in drainage, 
fences, and other improvements that affect its productive 
power than the present value of the land amounts to. 
But does not the distinction between land and capital, 
which is really fundamental to the science, arise from the 
nature of the incomes derived from them rather than from 
how land and capital originated ? This is necessarily so 
because the character of the motives leading to the utili- 
zation of land and capital and to their appropriation or 
accumulation varies with the nature of the income ex- 
pected. The real distinction between land rents and the 
monopolistic accretions to other forms of income which 
economists are fond of speaking of as rents is this : that 
the latter are accretions to other forms of income due to 
special opportunities, and are more or less subjected by 
this circumstance to the tendencies affecting interest, 
wages, or profits, while the income from land is not an 
accretion, bat wholly due to special advantages, and con- 
sequently is not directly affected by such tendencies. If 
the income from capital invested in draining a farm is 
thereafter governed by the laws and tendencies affect- 
ing other rentals and ceases to be under the influences 
affecting interest, is it not more scientific to regard the 
capital as converted into land and thus preserve the 
distinction between land and capital? Likewise with 
capital expended for an education. Has it not become 
labor force ? It must be so regarded if we are to consider 
the wages of the skilled laborer as still wages, and not 
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partly interest. Slavery furnishes an instance of the 
transmutation of labor force into capital. 

Many similar instances of the disregard of this prin- 
ciple of classification could be cited. What especially 
interests us here is to inquire how it happens that it has 
been so disregarded. It seems due to the fact that no 
proper recognition of the really fundamental distinctions 
was possible until the position and function of the enter- 
priser was accurately comprehended. All variations in 
human actions are due to variations in motives. There- 
fore, the most fundamental fact of human actions is the 
motive which prompts them. And the motive which is 
essential to all individual action, and to all combined 
action, both social and economic, is profit ; that is, the ex- 
pectation of acquiring an unpredetermined residue. What 
led to the first exchange of fish for game ? The fisher had 
an approximate idea how much game he could secure by 
hunting, and the hunter how many fish he could get by 
fishing. Each, evidently, produced more of his own com- 
modity than he had any use for, because he hoped he 
could get more of the other's commodity by exchanging 
with him than he could produce himself. How much 
more he could not tell. That would depend upon his 
finding a purchaser and upon the bargain he made. The 
difference between what he could obtain directly, and 
what indirectly through exchange, was an unpredeter- 
mined residue, the absolutely essential condition to ac- 
quiring which was that he should assume the risks 
attendant upon ownership. 

The same is true of more complex combinations. They 
will not be formed under any other incentive than that of 
the expectation of an unpredetermined residue, the differ- 
ence between social and economic combinations being 
simply that in the one case the unpredetermined residue 
accrues to the group as a whole, and in the other to that 
one, or more, of each group who assumes the responsibil- 
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ity of the undertaking. The use of land, the use of capi- 
tal, and the exertion of labor can only be combined under 
the incentive of enterprise. They are passive or static. 
Enterprise is the only active and dynamic force, and, 
strictly speaking, the only productive force, the others 
being merely agents or tools. Naturally, before it was 
perceived that a fundamentally distinct form of income 
arose from responsibility, and the assumption of the risks 
attendant upon ownership was ignored as an economic 
factor, it was impossible to properly apply the second 
requisite of valid classification to economic problems. 

The individual, in selecting one course of action in 
preference to another, is determined in his choice by the 
excess of expected benefit, which excess is always an un- 
predetermined and uncertain residue, and, therefore, of 
the nature of profit. Society is likewise determined by 
the difference between the cost of, and the benefit ex- 
pected from, a proposed social result ; and this difference 
is also an unpredetermined and uncertain residue. But 
in individual activity the risk or uncertainty incurred is 
always attendant upon, and inseparable from, all the other 
activities exercised by the individual. And in social ac- 
tivity the risk, or uncertainty, is assumed by the group as 
a whole ; and the share of the unpredetermined residue 
which will finally fall to any given member of the group 
is indefinite. Whereas, in economic activity, the unpre- 
determined residue, without which as an inducement 
activities cannot be combined for the creation of " weal," 
accrues wholly to one class of producers. The vital dis- 
tinction, therefore, between economic and other activities 
is that in the former alone the exercise of the function of 
enterprise is differentiated from the exercise of the other 
" weal " productive functions, and thus becomes the con- 
trolling factor. From which it necessarily follows that 
the fundamental economic distinctions between the three 
subsidiary factors of production must refer to their rela- 
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tion to enterprise, and not to their origin. In other 
words, that is land for the use of which the enterpriser 
pays or foregoes rent, that capital for the use of which the 
enterpriser pays or foregoes interest, and that labor for the 
exercise of which the enterpriser pays or foregoes wages. 

Manifestly, therefore, ignoring the existence and pecu- 
liar characteristics of enterprise as a distinct productive 
factor involved not only the ignoring of the fundamental 
distinction between economic and other forms of " weal " 
productive activities, but involved also the failure to fully 
understand and differentiate the three subsidiary pro- 
ductive factors. 

Another very important difference between economic 
and other activities arises from the function of enterprise 
being differentiated in the former. In individual and 
social activity the main — indeed, the only — object is to 
obtain as great a difference as possible between pain cost 
and the " weal " created : whereas economic activity, being 
controlled and directed by the enterpriser, will be regu- 
lated by differences between entrepreneur cost and selling 
price ; and although there is a tendency, due to the com- 
petition of entrepreneurs among themselves, for entre- 
preneur cost to conform to pain cost, it is manifest that 
the greatest good obtainable by entrepreneurs will never 
be exactly coincident with "the greatest good of the 
greatest number " theoretically obtainable from a given 
gross product. Any loss to the subsidiary factors on this 
score is, however, more than made up to them from the 
increase of product necessarily resulting from the better 
organization of the productive forces under the lead of 
enterprise. 

The third requisite of valid scientific classification is 
that the various sub-classes into which any given group is 
divided shall each be distinguished by a peculiarity of the 
same kind. If I may be allowed to illustrate by the con- 
troversy over the Risk Theory of Profit, it should not 
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have required demonstration, if this principle of classifica- 
tion is correct, that the reward for the assumption of 
risk, when the assumption of risk is once recognized as a 
separate industrial function, could not accrue to any of 
the other productive factors, so long as they were distin- 
guished from each other by the character of their func- 
tions. So long, that is, as rent, interest, and wages act as 
the incentive to the use of land, the use of capital, and the 
exertion of labor, it should have been axiomatic that the 
reward of risk, inclusive of risk-taker's rent, must serve as 
the incentive to some industrial factor other than land, 
capital, and labor, and could not accrue to the co-ordi- 
nator, who is only a laborer, or to the capitalist. 

A fourth principle of classification is that the subdivi- 
sions of a genera shall not overlap, or, in other words, 
that no individual shall belong equally to two or more of 
the subdivisions. It is not meant by this that we should 
always be able to determine positively the sub-group to 
which any given individual should be assigned. Our 
knowledge of the individual may be insufficient especially 
in a classification of actions in accordance with the mo- 
tives which cause them, as cases constantly arise in which 
the motive is a complex one. Nor is it intended that 
compound individuals may not be assigned to two or more 
groups according to the point of view from which they 
are regarded. Thus the activity of judges, soldiers, and 
policemen, is social, so far as society's action in hiring 
them is concerned. Society's motive in employing them 
is the common good ; and the actual product of their 
labors is an element of social, not of economic " weal." 
On the other hand, the actions of this class, viewed from 
the standpoint of their own motives, is economic. Their 
incentive is the salary, wages, or fees society pays them ; 
and their labor is productive to themselves of an income 
of wages, composed of purchasing power, which is an 
economic quantity. We have, in this case of combined 
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human activity, only an instance where one party to the 
combination is actuated by social and the other by eco- 
nomic motives; and the activity itself is social or economic, 
according to the standpoint from which we regard it. But 
there is no " overlapping of sub-groups," nor any necessary 
confusion of thought, because, when the point of view is 
once selected, there is absolutely no doubt as to the class 
to which the activity in question belongs. 

A fifth principle of classification is that the distinguish- 
ing peculiarity utilized should be dynamic, and not merely 
incidental. Thus the definition of Economics as the 
Science of Exchange, when the exchange between per- 
sons is intended by the term, gives practically the same 
scope as the definition here advocated, because, as has 
been shown elsewhere, exchange is not only a necessary 
part of the only process by means of which activities can 
be combined for personal purposes, but is incidental to no 
other process. But the definition of Economics as the 
Science of Exchange was rightly abandoned and neg- 
lected, because it teaches us nothing of causes. Ex- 
change is a means, not an end or purpose ; and the expla- 
nation of volitional activities must be sought in the 
motives which cause them, and not in the mere means 
adopted to accomplish purposes. 

Here it may be well to anticipate a possible objection to 
the distinction I have made between individual and eco- 
nomic actions, in that many actions that are certainly un- 
combined and individualistic are governed by economic 
considerations, and must therefore be regarded as eco- 
nomic. Thus a man's electing to shave himself may be 
wholly due to motives of economy. Again, when a man 
ceases to rent his house, either buying the house he was 
living in or building another, there would seem to be no 
valid reason why the shelter enjoyed, when afforded by 
his own house, should cease to be regarded as an economic 
quantity, — converted, that is, from an element of "eco- 
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nomic weal" into an element of "individualistic weal." 
The reply to the objection involved in the first instance is 
that actions to become economic must be not merely af- 
fected by economic considerations, but controlled by them. 
In the many instances in which a given benefit may be 
secured either by industrial, social, or economic effort, or 
by either one of two of these methods, the choice of the 
individual will be determined by a comparison of the 
pain cost of the different methods open to him ; and to 
that extent considerations of the one method may be said 
to affect the others. Thus any one who finds it easier to 
shave himself than to earn fifteen cents will keep away 
from the barber shop. But his shaving himself is not an 
economic act, although it is done from motives of econ- 
omy. In the latter and broad sense of the term, the word 
denotes simply a saving of effort, or of pain cost, which is 
the controlling motive of every conceivable human action. 
If the Science of Economics is to retain the word in the 
broad sense, it can do so only by becoming the science of 
all human activity ; and it must lead to our refusing to 
distinguish economic motives and actions from individual- 
istic and social motives and actions. In which case we 
should simply be forced to invent another name for what 
are now considered economic motives and actions, which 
we would be obliged to distinguish from "individualistic 
economic " and " social economic " motives and actions by 
the differentiating principle I have employed to separate 
economic from other activities. There certainly seems to 
be no intermediate sense in which the term can be used. 

The case of the house-owner is especially instructive in 
this connection. The shelter afforded by his dwelling 
remains an economic quantity, and a part of his income of 
purchasing power, to just the same extent as his invest- 
ment in the house remains an economic quantity, and no 
more. The usual sequence to buying a house is improving 
it. So long as additions to the investment increase the 
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renting power and selling price of the house, they remain 
economic quantities. But, when they are made to gratify 
special whims of the owner or to supply conveniences 
others are not likely to care for and will not pay for, they 
cease to be economic quantities. Thus, when a rich man 
pays the market price, say $25,000, for a country place, 
he could rent it so as to receive the usual return on such 
an investment, or get his money back by reselling. His 
choosing to consume the service himself does not lessen the 
economic character of the rental, which should be consid- 
ered part of his income. But, if he expends an additional 
#25,000 in improvements of such a character that he can 
neither rent the place nor sell it for more than was obtain- 
able before, this additional expenditure has ceased to be 
an economic quantity. Nevertheless, as long as he enjoys 
the use of the place, it is twice as " weal "-productive as 
before, though only half the service rendered is an eco- 
nomic quantity, the other half being an element of individu- 
alistic weal, and not a part of his income in the economic 
sense of that term. Now what makes the distinction 
between the two halves of the " weal " created ? It is the 
retention of purchasing power. And purchasing power 
connotes combined action. In other words, the house and 
the service it renders remain economic quantities to 
exactly the extent in which combined activity for definite 
personal ends remains possible. 

When the Social Organism — that is, the State — enters 
the market to buy or sell, the intrusion of purchasing power 
marks also the intrusion of economic motive and economic 
activity. We have already seen that the individual, when 
he sells something entirely produced by his unaided indi- 
vidual efforts, thereby satisfies his own wants by combin- 
ing his activity with that of the purchaser of his product, 
and also that a group of individuals like the Oneida Com- 
munity, whose internal relations are social and non-eco- 
nomic, becomes economic in its dealings with the outside 
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world. So, when the larger and all-inclusive group known 
as " the State " enters the market as a competitor either 
in buying or selling, even when its competitors are its own 
citizens, it becomes an economic individual or person, and 
attains its object, as other economic individuals do, by the 
indirect process of exchange, which connotes combination 
with other individuals for definite personal ends. 

To illustrate the positive method here advocated, it 
may be interesting to note the connection of taxation 
with the Science of Economics. The payment of a tax 
involves the destruction of an equal amount of economic 
goods, and must therefore be considered in economics as 
an act of consumption. The consequent destruction or 
consumption of the economic quantity results, or should 
result, in the creation of a social good, of greater " weal " 
value. In sociology, therefore, taxation must be regarded 
as productive, but in economics as unproductive. What 
the science as a science should especially concern itself with 
is how the ascertained incidence of any given tax will 
affect the rate of profit and, through its effect on profits, 
the rate of wages, interest, and rentals, the accumulation 
of capital, the use of land, the employment of labor force, 
and the spirit of enterprise. Here, for the illustrative 
purpose of showing the difference between the present 
and the positive methods of economic investigation, I can- 
not refrain from calling attention to a tendency of taxing 
buildings, now wholly overlooked, but which could not 
for a moment have escaped the positive investigator. 
Shelter is a service performed almost wholly by capital. 
A tax on shelter is a very serious deterrent to accumula- 
tion, as it necessarily narrows the field for investment, on 
the widening of which field the possibility of continued 
accumulation depends. Paying a tax on shelter, there- 
fore, costs the community not only the tax itself, but all 
the interest and profit it would have derived from the 
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additional accumulation of capital the tax has rendered 
impossible ; and it is easily conceivable that this loss to the 
community, together with the tax, may be several times 
the revenue derived by the State from taxing shelter. It 
is evident that a tax on ground rentals, or on incomes, or 
a tax on services, or on products whose value comes 
mainly from wages, would not have anything like as 
serious an effect upon the field for investment and upon 
accumulation. 

The exceedingly narrow definition of Economics at 
which we have arrived will doubtless be very distasteful to 
many economists, who will hesitate to accept it until con- 
vinced of its practical advantages. If I am correct as to 
the applicability of the principles of classification to the 
moral sciences, the acceptance of the definition would seem 
to be hardly a matter of liking or disliking, or even one of 
practical advantage, but of logical necessity. Neverthe- 
less, we instinctively distrust any proposed definition, 
which fails to afford a gain in either the extent or accuracy 
of our knowledge. It seems to the writer that the practi- 
cal advantages of the method here proposed, which he 
has ventured to call a positive method, and in accordance 
with which he obtained both his definition of the science 
and his theory of profit, can be combined under three 
heads; first, an accuracy and consensus in the use of 
economic terms, almost or quite absolute from the begin- 
ning as to fundamental conceptions and gradually in- 
creasing for subsidiary distinctions, as they are studied 
and comprehended ; second, the more practical character 
of economic investigation ; and, third, a gain in positive- 
ness and a lessened dependence on hypothesis. As to the 
first head, it goes without saying that an accepted method 
of testing economic definitions and distinctions must 
rapidly bring about a consensus in the use of economic 
terms. As to the second head, it will not require any 
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labored argument to convince us that a sufficient under- 
standing of the inter and outer relations of such human 
activities as are combined for personal purposes would 
enable us to resolve any and every practical economic 
problem. And while economists have incidentally formu- 
lated many, perhaps most, of these relations, they have 
never, as I have shown elsewhere, systematically investi- 
gated them. Nor could they be so investigated for two 
reasons. For lack of a definition of the science itself it 
has not been perceived that the field of positive economic 
investigation is confined to these special relations. And, 
from misapprehension of the entrepreneur function, no 
one has appreciated that it is only from the standpoint 
of enterprise that these relations can be systematically 
grouped in orderly arrangement. 

Moreover, the group of phenomena which, according to 
the definition of Economics here submitted, constitute the 
scope of the science, are so closely related and interde- 
pendent that, to be rightly understood, they must be 
separately investigated, either as constituting the science 
itself or as a separate department of the science, as 
phenomena differentiated, as this group unquestionably 
is, from all other phenomena by the most radical distinc- 
tion discoverable, cannot, of course, be accurately com- 
prehended when their distinguishing peculiarity is not 
utilized as the basis of their investigation. 

The third advantage claimed for the method I am advo- 
cating will demand more careful attention, as economists 
generally will be loath to admit that present methods and 
results are in any way lacking in positiveness. It is es- 
sential, therefore, to examine into what constitutes the 
positiveness of a deductive science. As I understand the 
matter, a positive result is one in proved agreement with 
actually existent facts. Its agreement is with objective 
things, and is, therefore, theoretically capable of verifica- 
tion by observation and experiment, although it often 
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happens that practical verification is impossible, because 
of physical and mental limitations to observation and ex- 
periment, in which case, of course, its positiveness is un- 
verified, although the agreement may really exist. A hypo- 
thetical conclusion, on the other hand, while it may be 
just as true as a positive one, accords not with any actu- 
ally existing thing or circumstance, but only with what 
would necessarily occur under circumstances that are as- 
sumed: its agreement is with subjective, not objective 
conditions. Now, of course, when hypothetical assump- 
tions happen to accord with objective realities, the hypo- 
thetical conclusion will also accord with the positive 
result ; but the conclusion does not itself become positive 
until one of two things is proven. Either the accordance 
between the hypothetical result and actual facts must be 
indubitably shown by observation and experiment, or we 
must go back to this assumed hypothesis and prove its 
accordance with the objective reality. Or, in other words, 
hypothetical results can be made positive by the verifica- 
tion of either premises or conclusions. 

The scientific value of hypothesis lies in its suggestive- 
ness. The human mind is so constituted that it cannot 
resolve any complicated mass of data without its aid. The 
hypothetical or metaphysical stage of a science is an 
absolutely necessary phase of its evolution ; and the hypo- 
thetical method is so far from meriting condemnation that 
its pursuit, so aptly spoken of as "the exercise of the 
scientific imagination," is the field in which the highest 
powers of the human intellect have been exhibited. The 
diviner and suggester of truth must always precede and 
guide the prover. Nevertheless, a real science, because it 
is a body of organized knowledge, must be wholly built up 
of proven truth ; and a positive science, of truths which 
are objective. 

Now, as we have already observed, the moral sciences 
can never hope to avail themselves of the exact verifica- 
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tion which can alone establish the positiveness of their 
results. Neither observation nor experiment, nor statis- 
tics and historical inquiry, can do more than endow de- 
duced results with a varying degree of probability. It 
follows, therefore, that they can only become positive by 
establishing the objective reality of their premises. The 
deductive process itself is positive, — indeed, almost me- 
chanical and quite infallible. An Australian savage and 
John Stuart Mill would necessarily reach like conclu- 
sions in all cases in which their comprehensions of the 
premises were identical. A deductive result is, therefore, 
a positive result whenever it has been deduced from 
positive premises, provided, of course, all the essential 
premises have been included in the process. Now how 
can premises be positively established? As we have 
already seen, a secondary premise can be established de- 
ductively, and may be just as positive as the primary 
premise from which it was deduced. But an original or 
fundamental premise must be established inductively ; that 
is, by observation. But, as man is finite, the testimony 
of observation or induction becomes less and less definite 
and certain as complexity increases. There are, however, 
some simple observed facts about which the testimony of 
observation is absolutely sure. And we must get back to 
facts of this character before we can claim positive founda- 
tions for a deductive science. To illustrate from our 
own argument the existence of human activities as a class 
by themselves is just such a positive simple fact of obser- 
vation, about the reality of which we are as assured as of 
any physical fact whatsoever. Observation again assures 
us that there are only three ways of subdividing human 
activities, and that in only one of these ways — that of 
method — do economic activities segregate themselves 
into a clearly defined group; and, again, observation 
shows us that there are four kinds, and four kinds only, 
of productive activities. Up to this point at least, I think 
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we can claim that results are positive. But each step has 
been gained with greater mental difficulty and labor, and 
only by the aid afforded by the principles of classification. 

I think it is now evident that, up to the time when the 
Risk Theory of Profit was promulgated, not a single 
fundamental economic premise had been positively or ex- 
actly established by the old method of unsystematic 
observation. The general class of which Economics is a 
sub-class had not been ascertained. Not only had no 
generally acceptable definition of the science itself been 
promulgated, but by implication at least its subject-matter 
was supposed to include things too dissimilar to be pos- 
sibly included in the same class. The assumption that 
land, capital, labor, and co-ordination were the productive 
factors, necessarily implied that this general class in- 
cluded two kinds of physical things, — land and capital, — 
and three kinds of energy, — the physical energy and the 
mental energy involved in labor, and another kind of 
mental energy involved in co-ordination. Not only was 
the distinguishing function of the fourth factor of pro- 
duction greatly misconceived, and its dynamic nature and 
controlling and directive influence minimized, but the dis- 
tinctions between land and capital, as has been shown 
elsewhere, were not entirely apprehended ; and, while the 
fundamental distinction between wages and profit was 
insisted upon, the corresponding fundamental distinction 
between labor and entrepreneurship was denied, as the 
co-ordinator was regarded as a kind of laborer. 

On the other hand, the method here advocated seems, 
even in this very inadequate presentation of its process, to 
have positively established : first, the general class, of 
which economic phenomena are a sub-class ; secondly, a 
logically indisputable definition of the science itself ; 
thirdly, the existence of an entirely overlooked productive 
factor which I have called enterprise, for, as everybody 
now acknowledges that a peculiar net income arises from 
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the assumption of risk, there must be five productive 
factors if those are right who consider co-ordination to be 
one of them ; and, fourthly, it promises, despite greater 
difficulty in attainment, equally positive results in the 
subsidiary classifications, distinctions, and nomenclature of 
the science as the result of further study, observation, and 
research under the guidance and regulation of the test 
supplied by the principles of classification. Surely, the 
above attainments afford some foundation for the claim of 
greater positiveness that I have made. Now what is the 
difference between the old and the new method ? Is it 
not this ? The new method verifies its premises, — a thing 
we have shown can be accomplished and has been accom- 
plished, so far, at least, as fundamentals are concerned. 
The old method makes no attempt at positive verification 
of premises ; and, though it has furnished us with a vast 
and valuable amount of extremely probable truth, it cannot 
have established anything with absolute certainty, because 
verification is lacking at both ends of its logical chain. 

This is another respect in which the old method is less 
positive than the new. However soundly established 
premises may be, deductions founded upon them will not 
give us positive results so long as any essential premise is 
omitted. The definition of the science itself and of the 
fourth productive factor are necessarily implied premises 
of every economic deduction ; and it was, therefore, mani- 
festly impossible for the old method to yield any positive 
results until it had defined the science itself and resolved 
the nature of profit, both of which it has failed to do. 

Of course, the same difficulty of being sure that essen- 
tial premises are not ignored will confront us throughout 
all our subsidiary economic deductions, and will even 
become intensified as we advance further and further 
from our original premises, however positively established 
the latter may be. Though the new method, even in this 
respect, is less liable to error than the old, because the 
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application of the principle of classification cannot but 
tend to the discovery of omitted and suppressed premises, 
we cannot always claim an absolute positiveness for the 
results obtained by it, but only a relative positiveness as 
compared with those of the method hitherto pursued. 
Any lack of absolute positiveness is, however, not due 
to the method itself, but to limitations to our ability to 
apply it. 

The question naturally arises as to how much a nar- 
rowing down of the Science of Economics, as is here 
indicated, will affect the present body of economic doc- 
trine. It is evident in the first place that, besides the 
hypothetical conclusions, a great deal that now passes for 
Economics is not economic at all, but belongs to the 
wider sphere of a science concerning itself with all human 
activities, — the science, that is, of human motives. For 
instance, a balancing of considerations or an act of valu- 
ing is the necessary precursor of every possible action, 
whether that action be individual, social, or economic. 
Even the term " exchange value " is not peculiar to 
Economics, unless the exchange contemplated is only that 
between different individuals, or, rather, when purchasing 
power alone is regarded. The mere foregoing of one 
thing or purpose for another thing or purpose is as com- 
mon in individual and social as in economic actions. The 
general laws applicable to all human activities are, of course, 
necessary data for the study of the peculiar class of activi- 
ties known as economic ; but regarding these general laws 
as peculiarly economic leads to the obliteration of the dis- 
tinctions between economic and other activities. Econo- 
mists require a knowledge of these more general laws ; and, 
if others have not established them, economists must in- 
vestigate them for themselves ; but it is a matter of im- 
perative scientific importance that they should regard 
them as data of Economics, and not as pertaining exclu- 
sively to the narrower sphere of their special science. To 
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point out the instances where economists have wandered 
beyond the true confines of the science, on the one hand, 
into the sphere of individual activities, and, on the other, 
into the sphere of social activities, and the supposedly 
economic theories that are vitiated by the intrusion of a 
metaphysical element, would involve an extended analysis 
of economic literature impossible here. I will call atten- 
tion for illustrative purposes to the mooted question 
whether Economics is a department of Sociology. The 
answer depends, of course, on the meaning we attach to 
Sociology. If we consider it as the Science of Combined 
Actions, Economics, as here defined, is a branch of it. 
For the other branch, by the way, no name has yet been 
invented or supposed to be necessary. On the other 
hand, in the broader scope of this science towards which 
economists are drifting, Sociology must be considered as a 
branch of Economics. If, on the other hand, we consider 
Sociology as the study of actions with a social purpose, it 
is entirely distinct from, and exclusive of, Economics as 
here defined, although, as has been already pointed out, 
there is a class of combined actions entered into by some 
of the combinants from economic and by others from 
social motives. This latter content is, of course, what 
is generally intended in the use of the term, and it would 
appear that any one suggesting that Economics is a branch 
of Sociology cannot have any clear idea of either of these 
sciences ; and the suspicion arises that many sociologists 
have used the term " Sociology " in both senses, without 
being aware of the difference. This ambiguity is, however, 
only the natural result of the lack of a satisfactory 
definition of the science itself, which Sociology suffers 
from even more than Economics, and for the supply of 
which, by the way, the same analysis can be utilized 
which has afforded us our definition of Economics. 

Again, the time-honored and classical division of eco- 
nomic tendencies into laws of production, laws of distri- 
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bution, and laws of consumption, is shown to be mean- 
ingless. Consumption is an individualistic act, and not 
an economic act in any possible sense. There can be, 
therefore, no economic laws of consumption. That is not 
to say, however, that economists must ignore consumption ; 
for facts of consumption are undoubted economic data. 
What is here affirmed is only that Economics is confined 
to productive human activities, and has nothing as a 
science to do with consumption, except as the character 
and methods of consumption react upon the power to 
produce. Neither has Economics anything to do with the 
means of production; for that would make the science 
inclusive of technology, biology, chemistry, and numerous 
other sciences. It only regards the effect of the distribu- 
tion of the product upon production. Economic laws of 
production are identical with economic laws of distribu- 
tion, the only distinction being in the point of view from 
which they are regarded. Or, in other words, the field of 
the science, so far as interrelations are concerned, is the 
effect upon production of its prearranged distribution as 
personal income, simply because the science is a study of 
methods. Several economists, notably Professor Clark, 
have noticed this relation of production and distribution ; 
but I am not aware of any one's having called attention 
to consumption being necessarily non-economic. 

It seems that of late years there has been a marked 
tendency among economists to widen the field of economic 
research and discussion until at present they seem to be 
rapidly converting the science into the study of all human 
activity and motive. This development is in the inverse 
direction to that of the natural sciences, in which there 
has existed as marked a tendency in each towards the 
subdivision of fields of inquiry, — a subdivision that has 
invariably been the precursor and accompaniment of more 
exact knowledge, not only in subsidiary fields, but in the 
broader field that has been subdivided. 
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Coincidently with this tendency to stray beyond the 
proper confines of the science and in unconscious recogni- 
tion of it, economists have exhibited of late two tendencies 
in the opposite direction, from which, however, I fear no 
valuable results can be anticipated as long as the first 
tendency is adhered to. Due to an intuitive perception 
that their researches were not leading to the positive and 
practical results that would enable the science to speak 
with authority as to every-day affairs, they have endeav- 
ored to attain such positive and practical results in two 
ways ; namely, by the historical or empirical method, and 
by the application of statistics. 

It is needless to point out that the historical method, of 
which at one time many entertained hopes, has failed to 
yield us much positive and practical knowledge. The 
subject is too complicated, and economic facts too hetero- 
geneous, for the discovery by this method of any but the 
most initial and self-evident data; and these had been 
collected by observation and duly formulated, with the 
exception of enterprise and profit, long before the advo- 
cates of the historical method appeared on the scene. 

As to the application of statistics, the same remarks are 
true, so far as it is included in the historical method. And 
as to the other and only really practical use of statistics, 
that for verification and quantitative determination, there 
is ground for fearing that statistical investigation is at 
present responsible for more misconceptions than truth. 
This is not the fault of statisticians. They can only work 
with the tools economists place in their hands, and hypo- 
thetical and incomplete conclusions are alike useless for 
their purposes. It is evident that statisticians cannot 
investigate the quantitative relations of tendencies until 
they understand all the tendencies to be measured and 
until it is positively established just how these tendencies 
are related to each other. The ignoring of any tendency 
having a bearing on the result sought vitiates the inves- 
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tigation, so that the real resultant of existing tendencies 
may be the exact opposite of that the figures seem to 
show ; and in all such cases serious inaccuracies must arise. 

Of course, the accumulation of a knowledge of economic 
tendencies that will enable statisticians to attain reliable 
and authoritative results will be a Herculean labor for in- 
vestigators by the positive method. A good deal, of course, 
— and I would not seem to underrate it, — has already 
been accomplished under the old method, and all this 
narrower but more positive method will have to do will be 
to verify and supplement these conclusions and place them 
in their proper relations ; but these previously determined 
conclusions will all, or nearly all, require certain modifica- 
tions due to the controlling position of enterprise having 
been disregarded. They have been mainly arrived at by 
attributing a direct influence to one subsidiary productive 
factor, or its incentive, upon another subsidiary factor, or 
its incentive : whereas any such influence is necessarily 
exerted indirectly through the effect produced upon profit 
and enterprise. A rise in wages, for instance, has no 
direct effect upon either interest or rent or upon the 
accumulation of capital or the appropriation of land. Its 
whole effect is first expended upon profits ; and it is the 
consequent change in profits stimulating or depressing 
enterprise which finally modifies interest, rent, accumula- 
tion, appropriation, and the employment of labor. 

The application of the positive method here advocated, 
founded upon an exact definition of the field of the science 
and a recognition of all the fundamental productive factors, 
and the rigid application of the principles of classification 
to all subdivisions of the subject, together with the rejec- 
tion of all hypothetical assumptions, must result in the or- 
ganization of economic principles, which can alone entitle 
Economics to be recognized as a true science. This or- 
derly arrangement will disclose great gaps in our knowl- 
edge, which have been unnoticed while the subject was 
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studied by means of deduction from imperfect original 
premises. Who, for instance, has studied the forces govern- 
ing the accumulation of capital ? Surely, there are laws of 
accumulation ; but I am not cognizant of any systematic 
and comprehensive attempt to discover and formulate 
them ; and I venture the prediction that, when they are 
formulated, accumulations will be found to arise from the 
proceeds of labor that would otherwise have been unem- 
ployed, or in other words, that the amount of a nation's 
capital depends almost wholly upon the opportunity for 
profitable investment. Who understands the relations 
between interest and profits ? Who has satisfactorily ex- 
plained the variations in the amount of employment? 
Who has given any attention to the fact and its effects, 
that some industries have two or three times the "per 
capita" productivity of others in which the rates of inter- 
est and profits are the same ? Many economists actually 
use " productive " and " profitable " as synonymous terms. 
Who has noticed the circumstance that, when in any given 
community the rate of money wages is the highest, the 
rate of real wages is necessarily at the lowest ? Or that, 
when the rate of real wages is the lowest, the aggregate 
of real wages is the greatest ? And how do these facts — 
for they are facts — affect interest, rents, and profits? 
One could go on indefinitely asking questions similar to 
these, to which the only reply could be that it does not 
seem to have occurred to anybody to investigate these par- 
ticular problems. And a very casual inspection will dis- 
close to us that a great many interrelations of the produc- 
tive factors, and their incentives, have not yet been 
systematically investigated. The point I wish to make is 
that under the Positive Theory of Economics here advo- 
cated these, and others like them, are the very problems 
that will suggest themselves; and they contain in their 
womb the answers to the questions the world has been 
vainly asking of Economics since the foundation of the 
science. 

Fbederick B. Hawi/ey. 



